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Fixed Charges in Hospital Accounting
By C. Rufus Rorem
Hospital service is a business entailing a large capital invest
ment, with resulting high overhead costs. This fact has often
been lost sight of by hospital executives and trustees. Ninetyone per cent. of the investment in plant and equipment has been
provided without expectation of repayment or earnings on the
amounts contributed. Consequently the pressure to render an
accurate accounting for fixed assets of hospitals, and for the fixed
charges entailed, has been more or less removed from hospital
administrators and accountants.
The seven thousand hospitals of the United States, with their
nine hundred thousand beds, now represent in plant and equip
ment an investment of more than $3,000,000,000. This figure
exceeds the capital investment in many of the more important
manufacturing industries. The plant and equipment of a typical
200-bed hospital represent a capital investment of $1,000,000, and
the institution requires a permanent force of at least one hundred
and fifty professional skilled and unskilled workers. Certain
metropolitan hospitals involve capital investments in excess of
$10,000,000. In a western agricultural city of twenty-five
thousand inhabitants, one of the local hospitals with its 125
employees is, when measured in terms of its monthly payroll, the
most important business establishment in the community.
The laymen unfamiliar with hospital management might well
assume that hospitals consider accounting for capital investment
an important phase of planning and operation. Yet most hos
pital reports give no explicit recognition to the fixed charges re
sulting from the capital investment, once the plant and equipment
have been made available and placed in use. Depreciation ac
counts are consistently omitted from the records of tax-supported
government hospitals and of those under the auspices of non
profit associations, which secure their original capital and much
of their current income from voluntary contributions. Govern
mental and non-profit hospitals under independent and church
auspices represent more than ninety per cent. of the value of hos
pital plant and equipment in the United States.
Hospital service involves two major types of expenses. These
are (a) fixed charges, such as depreciation, insurance, interest and
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taxes, which are involved whether or not hospital plant and
equipment are utilized; and (b) operating costs, which are in
curred only when a hospital is available for the care of patients.
Some of the operating costs, such as those for heat, light, power,
administration and housekeeping, are affected mainly by the
degree to which facilities are held in “readiness to serve ” patients.
They vary only slightly with the degree to which patients are
served. Other operating costs, such as for food, laundry and
medical and surgical supplies, tend to vary almost in direct ratio
to the amount of service rendered.
The standard cost-unit of hospital service has for many years
been the “patient-day ” (day of bed-care), and the measure of the
rate of production has been the “percentage of occupancy” of
the hospital beds. In recent years, the use of the scientific equip
ment and apparatus — such as X-ray and chemical laboratories
—in the treatment of “out-patients ” has made the “patient-day ”
less significant; but total patient days are still regarded as the best
available measure of the amount of service rendered by a hospital.
Cost-per-patient-day (per-capita cost, per-diem cost) could be
regarded as an accurate measure of hospital efficiency, if all hos
pitals were to calculate this quantity according to the same for
mula. Unfortunately no uniformity is followed in hospital
accounting. A few institutions include fixed charges in their
calculations of cost; most of them do not. Some include newborn
infants as patients; others do not. Some hospitals report frac
tional days before or after a certain hour as full days; others do
not. Operating costs of hospitals for acute medical and surgical
cases tend to range from $4.00 to $6.00 per patient-day, with
others as low as $2.00 or as high as $10.00 per patient-day, de
pending on the quality or the volume of service rendered. Usu
ally hospital accountants do not add the fixed charges to the
operating costs to determine the total cost-per-patient-day; conse
quently their figures tend both to understate the total costs of
hospital service and to obscure the advantages to be gained from a
high degree of utilization.
The heavy capital investment in hospitals requires that admin
istrators and accountants should give it recognition through the
maintenance of plant ledgers and depreciation accounts. This
practice would have two desirable effects; it would emphasize the
importance of a high rate of production in the lowering of unit
costs; it would remind hospital administrators that an omission of
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fixed charges from the costs of a hospital’s services not only fails
to give the real cost of the service, but also makes impossible the
comparison of total costs of one hospital with those of another.
The following table is introduced to show the extent to which
the fixed charges per patient-day vary with the amount of capital
investment per bed and with the degree to which the beds are
occupied by patients. The investments per bed are typical of the
variations existing in the hospital field. Some of the large state
nervous and mental institutions represent investments-per-bed of
less than $1,000, whereas a few elaborate “teaching” hospitals in
the metropolitan areas approach $20,000. The occupancy-rate
of sixty per cent. represents the average for the “general” hos
pitals of the country in 1929, and the rate of seventy-five per cent.
is the minimum at which hospital experts consider that best
economies can be achieved.
Fixed Charges per Patient-Day Computed for Various
Investments-per-Bed and at 60 and 75 per cent.
Occupancy of Hospital Capacity

Investment-per-bed

Annual fixed
charges
per bed

$ 2,000..................................
3,000..................................
4,000..................................
5,000..................................
6,000..................................
7,000..................................
8,000..................................
10,000..................................
12,000..................................
15,000..................................

$ 160
240
320
400
480
560
640
800
960
1,200

Fixed charges per patient-day

Occupancy
60 per cent.

Occupancy
75 per cent.

$0.73
1.11
1.46
1.83
2.19
2.56
2.92
3.65
4.38
5.55

$0.58
0.88
1.17
1.46
1.75
2.04
2.34
2.92
3.50
4.38

The annual fixed charges are computed as eight per cent. of the
total capital investment: five per cent. allowance for interest and
three per cent. for depreciation. The depreciation is estimated as
follows: two per cent. on the value of the buildings, assumed to be
seventy per cent. of the total, and ten per cent. on “equipment,”
assumed to be fifteen per cent. of the total. Land is assumed to
be fifteen per cent. These figures for depreciation are somewhat
below those ordinarily recommended by hospital accountants.
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Taxes are omitted in arriving at figures for the table, inasmuch as
most hospitals are exempt from taxation. Insurance also is
omitted, for according to the custom of hospital accountants it is
included among the operating costs.
The figures in the table show two facts clearly: first, that in the
ordinary hospital the fixed charges are a substantial amount,
exceeding fifty cents a day in the cheapest type of accommoda
tions when occupied to seventy-five per cent. capacity, and ex
ceeding $5.00 in the more expensive plant and equipment; second,
that substantial reductions in the burden of fixed charges may be
accomplished through increased utilization, even within such a
narrow range as from sixty to seventy-five per cent. of bed
capacity.
The records and reports of hospitals which include no allow
ances for interest and depreciation draw a false picture of the costs
of the hospital care rendered by them. In the case of non-profit
associations, it frequently happens that a philanthropist of a
community has erected and equipped a hospital and presented it
to the trustees free from all capital indebtedness. The services
of hospital plant and equipment are not less valuable because
they are paid for by philanthropists or from taxes. From the
point of view of a community, depreciation on capital investment
represents an actual expenditure for hospital service, even though
it may not require monthly or annual cash disbursements. It is
sometimes said that a hospital which utilizes plant and equipment
on which there is no outstanding indebtedness can be operated at
lower costs because it need not pay interest or repay the principal
of the debt. Such a statement is equivalent to saying that it is
cheaper to live in one’s own house than in that of another, for, by
so doing, one need not pay rent. The financial reports of "volun
tary hospitals” in England, Canada and Australia often show
allowances for depreciation in the expense accounts, although the
percentage of income received from patients of “voluntary hos
pitals” is ordinarily much less than is paid by the patients to non
profit association hospitals in the United States.
The problems of some non-profit hospitals have been similar
to those encountered in ordinary business enterprises. One
church hospital owns land and buildings which were valued
at $2,211,086.51, as of December 31, 1928. Of this total,
$487,896.07 represented appreciation through appraisal of the
land and buildings purchased before the main hospital building
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was erected in 1927. There were outstanding $1,700,000 of
seven per cent. mortgage bonds—approximately the total outlay
for the existing plant and equipment. The interest payments on
the fixed indebtedness in 1928 amounted to $134,044.36 (including
amortization of $12,581 bond discount granted at the time of
issuing the bonds). In addition there were sinking-fund require
ments for redemption of the bonds, which amounted to approxi
mately $40,000.
The hospital, being in California, was also required to pay
general property taxes amounting to $20,729.42 in 1928. The
current cash requirements attendant upon the ownership of the
plant and equipment by this hospital were approximately
$200,000 a year. The adult bed capacity of this institution was
277, so that the interest and depreciation per annum for each bed
(whether occupied or not) were more than $700. The average
occupancy during 1928 was eighty-three per cent., so that the
annual disbursements for interest and debt retirement exceeded
$800 per occupied bed, more than two dollars per patient-day of
care. This hospital is not an expensive one regarded from the
point of view of original cost of construction; it is not operated for
the profit of the trustees; but it has been financed under such con
ditions that interest and depreciation on hospital capital invest
ment must be recognized by its administration as actual costs of
hospital care.
I have asked many hospital superintendents why their account
ants were instructed to ignore depreciation and interest allowances
in the hospital’s financial records and reports. The replies have
usually been one of the following: (a) “Such a procedure would
swell the total costs of my hospital and make it appear in a bad
light when contrasted with other hospitals which have relatively
smaller investments or omit such items entirely”; or (b) “It is
inappropriate for a non-profit hospital administering donated
funds to recover the full commercial cost of its services.”
The first statement indicates a tendency to place figures above
facts, and illustrates the need for an entire reconsideration of the
concept of hospital costs. It is true that depreciation and inter
est are not usually factors over which a given hospital superin
tendent has had any control, and such items should be clearly set
off from the other costs of hospital care in the preparation of
reports. But there is no logical reason why they should be ex
cluded entirely.
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The second objection brings up for consideration two very im
portant aspects of depreciation and interest. In the first place,
allowances for the services of hospital capital do not necessarily
mean that such amounts should be recovered through charges
against patients served in the hospital. In fact, the purpose un
derlying this procedure might well be to exclude depreciation and
interest in the setting of certain fees. In the second place, no
allocation of the fixed charges of special hospital services can be
made unless allowances for interest and depreciation have been
estimated. There are cases in non-profit hospitals where patients
in private rooms, or those requiring X-ray service, pay fees which
cover by a wide margin the most liberal estimates of their total
costs. If it were understood that interest and depreciation were
calculated in the establishment of such fees, patients might be
made better satisfied with the rates they pay.
In conclusion, it may be stated that fixed charges, represented
by depreciation and interest allowances, are economic costs of
hospital service, even though they are often met by communities
through taxation or voluntary contributions rather than from the
fees charged to patients. Individual hospitals which are freed
from the burden of recovering fixed charges from patients’ fees or
other current income are not thereby freed from responsibility for
wise utilization of plant and equipment.
A careful estimate and report of the fixed charges annually
involved in a hospital’s services would provide the basis for com
paring total costs of hospitalization in different institutions and
would prevent confusion where some hospitals, because of no
indebtedness, are not compelled to recognize such items. The
general public, which in some way or another must pay both fixed
charges and operating costs, would have a better understanding of
hospital problems if the two classes of expenditures were clearly
presented. Hospital superintendents would find data concerning
fixed charges of great value when faced with the need of increasing
the income from patients’ fees. An accounting for fixed charges
does not necessarily imply that they should be met proportion
ately by the patients cared for in a hospital. It does, however,
make possible the apportionment of fixed charges. As a result,
they may be borne by that part of the public most suitable to
carry them, and not inadvertently laid upon persons or groups
that should not be required to bear them.
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